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SUBJECT: RESUMPTION OF NATURAL GAS CONTRACT NEGOTIATIONS 

1) REPS FROM MEMBER COMPANIES OF THE US GAS CONSORTIUM 
WERE IN MEXICO CITY AS NEWS BROKE CONCERNING THE HOUSE 
CONFEREES ACTION ON THE GAS SECTION OF THE ENERGY BILL. 

MOST INTERESTED PARTIES REGARD FINAL HOUSE/SENATE CONFER- 
ENCE COMMITTEE ACTION AS THE SIGNAL TO RESUME CONTRACT 
TALKS. 

2) EMBASSY IS CONCERNED THAT THE CONSORTIUM AND PEMEX 
WILL ONCE AGAIN LOCK THEMSELVES INTO AN UNACCEPTABLE CON- 
TRACT. ACCORDING TO VARIOUS CONSORTIUM REPS GOM SHARES 
THIS CONCERN AND HAS DIRECTED PEMEX NOT TO RESUME NEGOTIA- 
TIONS UNTIL THE USG POSITION ON PRICE AND TERMS IS CLEAR. 

3) CONSORTIUM REPS HAVE FLOATED PART OF NEW CONTRACT 
STRATEGY TO EMBASSY. THEY FEEL THAT PEMEX AND THE GOM CAN 
BE SOLD ON THE SAME TERMS ACCORDED TO US PRODUCERS BY THE 
GAS SECTION OF THE ENERGY BILL, E.G., $1.75/MCF AT THE WELL- 
HEAD (STARTING IN APRIL 1977 AS PER THE ENERGY BILL) WITH 
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ESCALATORS TIED TO THE US COST OF LIVING INDEX AND THE 
OTHER COST PROVISIONS NOTED IN THE BILL. THE REPS SUGGEST 
THAT THIS, ALONG WITH TRANSPORTATION COSTS TO THE BORDER, 
WILL GIVE THE MEXICANS WITHIN TEN CENTS OF THEIR ASKING 
PRICE WHEN THE CONTRACT IS SIGNED AND WILL ACTUALLY EXCEED 
THE PRICE OF NO. 2 FUEL OIL DURING THE EFFECTIVE CONTRACT 
PERIOD. 
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4) EMBASSY SUGGESTS THAT DOS/DOE CONTACT THE CONSORTIUM, 

OR PREFERABLY THE AMERICAN GAS ASSOCIATION, MEMBERS SOONEST 
TO ENSURE TERMS OF NEW CONTRACT OFFER FALL WITHIN ACCEPT- 
ABLE LIMITS. IT IS IMPORTANT THAT USG MOVE QUICKLY AND 
THAT ALL PARTIES MOVE QUIETLY. WE WANT TO EMPHASIZE 
STRONGLY TO WASHINGTON AGENCIES CONCERNED THAT MEXICAN 
PUBLIC OPINION ON OIL MATTERS SEVERELY CONSTRAINS MANUVER- 
ABILITY OF MEXICAN NEGOTIATORS. IT IS IMPORTANT THEREFORE 
WE GET THIS NEGOTIATION STARTED ON THE RIGHT FOOT AND GOING 
DOWN A ROAD WE BOTH WANT TO TRAVEL. IF MEXICAN PRESS PICKS 
UP NOTION THAT NEW CONTRACT TERMS COULD BE SWEETER THAN 
THOSE OFFERED IN THE OLD CONTRACT, PEMEX/GOM MAY BE LOCKED 
INTO UNACCEPTABLE TERMS OR BE PUT INTO THE POSITION OF 
HAVING TO STICK BY THE ORIGINAL CONTRACT. LUCEY 
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